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The maquiladora sector, which has traditionally relied on imported components for its finished
products, will now be required to pay taxes on a handful of imports originating outside the US and
Canada. The new taxes, required by the terms of the North American Free Agreement (NAFTA), will
go into effect Nov. 20.
However, any taxable components assembled into products that are re-exported before Jan. 1, 2001,
will not be subject to taxes. The tax change will particularly affect maquiladora plants that rely on
parts imported from Taiwan, Japan, South Korea, and other Asian countries.
The maquiladora sector, which fears that the new taxes will increase costs of production, lobbied
unsuccessfully for the Secretaria de Hacienda y Credito Publico (SHCP) to delay implementing the
tax. "We do not oppose its implementation," said Fernando Correa Mota, director of the Asociacion
Nacional de Importadores y Exportadores de la Republica Mexicana (ANIERM). "But we feel it is
necessary to ask the US and Canada for a delay, which is allowable under NAFTA."

Tax timetable criticized
Officials from the Consejo Nacional de la Industria Maquiladora de Exportacion (CNIME) criticized
the SHCP and the Secretaria de Comercio y Fomento Industrial (SECOFI) for failing to give the
maquiladora industry sufficient time to prepare for the new directive. Luis Martinez Medina,
chair of the CNIME's committee on fiscal matters, said the government has been slow to provide
information on how the taxes will be calculated and collected and on policies for related areas such
as the status of inventories. "We were not given sufficient time," said Martinez. "This is going to
cause companies to incur some sort of cost [to comply with the rule]."
CNIME president Humberto Insunza Fonseca said the government's delay in providing information
regarding the taxes is typical of its slow approach toward other policies affecting the maquiladora
sector. "The maquiladora industry needs legal certainty to plan ahead and forecast operations 5, 10,
15 years from now," said Insunza. "If we don't have this, it's going to be hard to compete in Mexico."
The maquiladora industry is still upset with President Ernesto Zedillo's administration for imposing
taxes on payroll and inventories in Mexico as part of an agreement with the US to avoid double
taxation, effective Jan. 1, 2000 (see SourceMex, 1999-09-01).
Some maquiladora-industry sources said the uncertain tax situation, combined with other factors
like a lack of good roads and port facilities, could be causing Mexico to lose potential investments to
some Asian countries. For example, US company Hewlett-Packard Co. recently decided to construct
its new plants in Thailand and Indonesia instead of Mexico, said Jaime Reyes Heroles, president
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of a Sonora chapter of the Camara Nacional de la Industria Electronica, Telecomunicaciones e
Informatica (CANIETI).
In recent years, the maquiladora sector has accounted for almost half of Mexico's total exports. In
1999, Mexico's exports reached US$137 billion, with maquiladora plants accounting for US$64 billion
of the total. But SECOFI officials said maquiladora companies are needlessly concerned about the
new directive, since only one- fifth of the more than 3,600 maquiladora companies in Mexico will
pay the new taxes. For those companies affected by the tax, costs will increase by only 1% or less,
said SECOFI.
The tax will vary from industry to industry. Automobile assembly plants are expected to pay 2% to
3% on some imports, while electronics manufacturers will pay no taxes for items such as computer
parts and circuit boards. Similarly, 97% of the non-NAFTA foreign components imported by textilerelated maquiladoras will not be taxed.
"The bad news is that [some] maquiladoras are going to have to start paying tariffs," said Rocio Ruiz,
SECOFI's director of export services. "The good news is that the tariff will be zero in most cases."
Ruiz acknowledged that the new taxes will increase paperwork for some companies, which will now
have to fill out more forms to calculate tax payments.
As a concession to the maquiladora industry, the Mexican government agreed to allow the twin
plants to begin selling their products in the domestic market. SECOFI also announced the creation
of special programs (Programs de Promocion Sectorial, PROSEC) to reduce taxes and help promote
development in several manufacturing sectors that are involved in either maquiladora activities or
sales in the domestic market.

Manufacturers seek to boost domestic content
The new tax on components has renewed attention to the lack of Mexican components used in the
final products assembled at maquiladora plants. A recent ANIERM study said the Mexican content
of exports by the maquiladora industry this year will only equal about 8.8% of the total projected
value of maquiladora exports in 2000. "In other words, we have the potential to increase the national
content of these exports by 91.2%," said ANIERM president Correa. He noted that maquiladora
plants import about US$80 billion in components and machinery annually. Some industry officials
raised concerns that the new tax could inhibit new foreign investment in the maquiladora sector. But
this view is not widespread.
The Asociacion de Maquiladoras en Nuevo Leon has forecast investments in maquila plants in the
state will reach US$560 million in 2001, an increase of 14% over amounts reported in 1999. The vast
majority of maquiladora plants are located in Nuevo Leon, Tamaulipas, Chihuahua, and other states
near the US-Mexico border. But the government statistics agency (Instituto Nacional de Estadisticas,
Geografia e Informatica, INEGI) said many companies are establishing factories in interior states
like Aguascalientes, Yucatan, and Puebla. (Sources: Reuters, 10/09/00; El Financiero, 10/09/00,
10/26/00; The Journal of Commerce, Bloomberg News, 10/31/00; The New York Times, The News,
11/01/00; Reforma, 10/03/00, 10/31/00, 11/06/00; El Universal, 10/03/00, 11/07/00; Notimex, 11/07/00;
El Economista, 10/30/00, 10/31/00, 11/01/00, 11/06/00, 11/08/00; La Jornada, 11/02/00, 11/08/00)
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